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SUBJECT: PHILIPPINE-CANADIAN TAX TREATY 

REF: MANILA 3632 

1 . EMBASSY HAS OBTAINED TEXT OF PHILIPPINE-CANADIAN TAX TREATY 
WHICH WAS SIGNED ON MARCH 1 1 . COPIES HAVE BEEN POUCHED TO 

EA (WILLNER), EB (MINNIES), AND AMEMBASSY OTTAWA. 

2. CONTRARY TO LOCAL PRESS ACCOUNTS, TREATMENT OF SHIPPING 
AND AIR TRANSPORT FOLLOWS ONE AND ONE-HALF PERCENT OR MOST 
FAVORED NATION FORMULA PREVIOUSLY INCORPORATED IN OTHER RP 
TREATIES. TREATY PROVIDES THAT "... THE TAX SO CHARGED 

SHALL NOT EXCEED THE LESSER OF 

(A) ONE AND ONE-HALF PERCENT OF GROSS REVENUES DERIVED 
FROM SOURCES IN THAT STATE, AND 

(B) THE LOWEST RATE OF PHILIPPINE TAX ON SUCH PROFITS 
DERIVED BY AN ENTERPRISE OF A THIRD STATE." 

3. NON-DISCRIMINATION ARTICLE HAS PROVISIONS ADDITIONAL 
TO THOSE IN PRESENT PHILIPPINE-U.S. DRAFT WHICH HAVE 
IMPORTANT FEATURES FROM PHILIPPINE PERSPECTIVE. OPERATIVE 
PORTION OF THIS ARTICLE (ARTICLE XXIII IN RP/CANADA AGREE- 
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AS FOLLOWS: 

QUOTE NOTHING IN THIS ARTICLE SHALL BE CONSTRUED SO AS 
TO PREVENT THE PHILIPPINES FROM LIMITING TO ITS NATIONALS 
THE ENJOYMENT OF TAX INCENTIVES GRANTED UNDER: (A) THE 
FOLLOWING ENACTMENTS: INVESTMENT INCENTIVES ACT (REP. 

ACT NO. 5186); EXPORT INCENTIVES ACT (REP. ACT NO. 6135) 

SO FAR AS THEY WERE IN FORCE ON, AND HAVE NOT BEEN MODIFIED 

SINCE, THE DATE OF SIGNATURE OF THIS CONVENTION, OR HAVE 

BEEN MODIFIED ONLY IN MINOR RESPECTS SO AS NOT TO AFFECT 

THEIR GENERAL CHARACTER; OR (B) ANY OTHER ENACTMENT OF 

THE PHILIPPINES ADOPTED IN PURSUANCE OF THE PROGRAMME OF 

ECONOMIC DEVELOPMENT WHICH THE COMPETENT AUTHORITIES OF 

THE CONTRACTING STATES AGREE SHOULD BE EXCLUDED FROM THEPROVISIONS 

OF THIS ARTICLE, IF IT HAS NOT BEEN MODIFIED THEREAFTER 

OR HAS BEEN MODIFIED ONLY IN MINOR RESPECTS SO AS NOT TO 

AFFECT ITS GENERAL CHARACTER. END QUOTE 

4. WITH RESPECT TO TAX SPARING, RP TAX PANEL MEMBER TOLEDO 
ADVISES THAT LIMITED SPARING WAS AGREED, RATHER THAN FULL 
CREDIT ON PHILIPPINE RATES. THIS HAS EFFECT OF REDUCING 
RATES IN SPECIFIC AREA OF ROYALTIES, DIVIDENDS, AND 
INTEREST. TEXT IS COMPLICATED AND WOULD REQUIRE 
CONSIDERABLE FURTHER STUDY ON OUR PART BEFORE WE COULD 
PINPOINT EXACTLY WHERE OR IN WHAT FORM TAX SPARING 
FEATURES APPEAR. SINCE THEY WILL BE OF SPECIFIC INTEREST 

TO U.S. PANEL, THE TEXTS OF THESE ARTICLES ARE BEING 
SENT BY SEPTEL. 

5. SINCE FULL COPIES OF TREATY MAY NOT REACH WASHINGTON 
IN TIME TO BE OF USE FOR NEGOTIATIONS, SUGGEST DEPARTMENT 
REQUEST TELEGRAPHIC TRANSMITTAL OF ANY OTHER SPECIFIC 
AREAS IN WHICH CLARIFICATION IS NEEDED. 

SULLIVAN 
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